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AUDITORIALLY SPEAKING 


THE THIRD ANNUAL CONFERENCE IN RETROSPECT 


HE Third Annual Conference 
has come and gone, yet for 
many it will linger in our mem- 
ory as the most interesting and the 
most successful conference in our 
history. Those in attendance who 
were not familiar with the back- 
ground of our brief existence, were 
privileged to view and participate 
in a three-day meeting of which 
an organization of many years’ 
standing rightfully could be proud. 
As oftentimes has been the case 


in previous INstiruTE undertak- 


ings and commitments, the nation- 
al officers and conference commit- 
tee personnel sensed the need and 
timeliness of new conference fea- 
tures, and planned accordingly. 
The many favorable expressions, 
both from members and non-mem- 
bers, are ample evidence of a task 
well done. Thus the Third An- 
nual Conference will be remem- 
bered as one of the most outstand- 
ing forward steps in the three 
short years of our existence. 


The Reception on Sunday dis- 
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pelled forever any doubt about the 


value of such a_ get-to-gether. 


Friendships and acquaintances 
were renewed, new friendships 
and acquaintances were made, ex- 
periences of the past year were 
discussed, a goodly quantity of 
“stories” were exchanged, and not 
of least importance were the charm 
and grace of the occasion produced 
by the presence of a large number 
of wives and other ladies. 

At the annual business meeting 
Monday morning, the several re- 
officers and 


ports submitted by 


committees clearly indicated a 
year of achievement and progress. 
The proceedings of this meeting, 
which will be contained in the 
forthcoming year book, will for- 
ever evidence our continued march 
toward the goals and the high 
standards of our organization. 
Numerous requests already have 


been received for copies of the 


several talks and discussions at the 
three conference sessions and the 
Tuesday luncheon. These will be 
published in booklet form at an 
early date. It is believed final 
decision as to their merit and value 
can safely be left to the reader. 
The annual dinner was of par- 
ticular interest and significance. 
Here again the generous attend- 
ance of the ladies stimulated the 
tenor of the occasion and the re- 
marks of the guest speaker on “In- 
ternational Aviation” were certain- 
ly informative and illuminating. 
The year book and the publica- 
tion of the proceedings of the con- 
ference sessions will record forever 
the factual details of our Third 
Annual Conference, but they can- 
not record the memory of good 
fellowship, a most successful con- 
ference, and another important 


milestone in our history. 





4 The Internal Auditor 


LOOKING 
ENSUED oo 


The day is past when management's decisions can be 








based on figures that are history rather than news. A 
business is headed for trouble if it must base today’s 
decisions on last year’s facts—or last quarter’s—or 
even last month’s! The successful business has— 
or can immediately get—current facts for current 


decisions. 


To furnish management with current facts—and 


more facts—the progressive internal auditor devises e 





new records ... mew systems... new techniques... 


new types of analyses. 


Burroughs helps internal auditors in this important 
work by maintaining an up-to-the-minute informa- 
tional service in the field of mechanized accounting. 
You are invited to make use of this service through 


your local Burroughs office. 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT 32, MICHIGAN 


Burroughs 


ADDING, CALCULATING, ACCOUNTING, BILLING AND STATISTICAL MACHINES 








OUR JOB 


S we look forward to Tue InN- 

STITUTE’s new fiscal year—its 
fourth—certain responsibilities 
seem clearly defined. 

From a national administrative 
point of view, the chief responsi- 
bility of the Officers and Directors 
will be to further consolidate the 
achievements of previous adminis- 
trations and to add to the strong 
framework of Tue INsTITUTE 
which previously has been so well 
established. Committees for the 
year have been formed, initial 
plans have been defined and cer- 
tain policies have been agreed up- 
on. From my point of view, con- 
sidering the caliber of those of my 
associates who were elected to 
share the administrative responsi- 
bilities of the year, I see only an- 
other successful year of achieve- 
ment. 

In this program an important 
role will be played by Chapter Of- 
ficers and Governors. Here again 
we are fortunate in that the men 
elected to these posts have been 
judiciously selected by their re- 
spective memberships and each is 
a member who continuously has 
the interest of his Chapter and of 
Tue INstiruTe at heart. Chapter 
programs have been defined in 
varying degrees, Chapter meetings 
have already been held and there 
is every assurance that each exis- 
ting Chapter will enjoy a healthy 
and successful year. 

Entirely aside from the Nation- 


al and Chapter administrative re- 
sponsibilities, there are others in 
which each individual member 
can share. Among these are at- 
tendance and participation in 
Chapter affairs, cooperation with 
the Industries Committee by mak- 
ing more productive use of its fa- 
cilities, participation in a direct 
“person to person” membership 
campaign, preparation of articles 
for publication in “THe INTERNAL 
Aupiror,” preparation of papers 
on internal auditing and kindred 
subjects for presentation to mem- 
bers or 
other 


before 
organizations. 
Non-Chapter members in areas 
which offer a field for Chapter de- 
velopment can make a substantial 
contribution to the progress of THe 
INsTITUTE by assisting in initia- 


for presentation 
professional 


ting and developing a program 
which leads to chapter formation. 
The Membership and Chapter 
Formation Committee is willing 
and anxious to help you attain 
that objective. 

From the foregoing it is clear 
that each of us, irrespective of our 
geographical location, has a duty 
to our INstiruTe this year. Each 
effort, no matter how small, will 
be a lasting contribution to an- 
other successful year of progress. 

I wish all a most happy holiday 
season and a very successful INn- 
STITUTE year. 

ALAN LAUCKNER, 


President. 





6 The Internal Auditor 








PROTECTION 


FOR 


INTERNAL FORMS 


At the Third Annual Conference of the Institute 
of Internal Auditors considerable emphasis was 
laid upon the importance of establishing proper 
safeguards, checks and balances to abort attempts 
at defalcation. ¥ 3} Numerous case histories were 
cited and discussed. It was suggested that in some 
instances it might be desirable to employ various 
further safeguards for the protection of such 
accounting documents and records as Vouchers, 


Requisition Forms, Shipping and Receiving 





Authorizations, and Cash and Warehouse Records. 
» » We do not attempt to predict which of YOUR 
forms require additional protection against fraudu- 
lent alteration, but we do seek this opportunity of 
bringing to your attention the utility of LaMonte 
Safety Papers for this purpose. 


GEORGE LA MONTE & SON 
NUTLEY, NEW JERSEY 














NATIONAL ORGANIZATION NOTES 


THIRD ANNUAL 
CONFERENCE PAPERS 
NSTITUTE members will be in- 

terested to hear that the papers 
presented at the Third Annual 
Conference will be made available 
in a paper covered volume. One 
copy will be supplied free to each 
member and a limited number of 
additional copies will be available 
at a nominal price. The volume 
will be shipped as soon as it is 
produced. 


COURSE IN 
“INTERNAL AUDITING” 


In September of this year a 
course was offered in Internal Au- 
diting by the University of Rich- 
mond, in Richmond Virginia, in 
cooperation with the United States 
Office of Education. The stated 
objective of the course was to train 
students in the principles of in- 
ternal auditing and to prepare 
them for more advanced account- 
ing responsibilities. The course 
content announced was very 
complete and covered most if not 
all of the activities of the internal 
auditor. 


as 


Members of Tue INstiTuTE and 
other friends of Lieutenant-Colo- 
nel Victor Z. Brink will be inter- 
ested and pleased to know that the 
course uses his book* “Internal 
Auditing” as a text. Lieutenant- 
Colonel Brink was a member of 
the Organization Committee of 


*Ronald Press 


“ 


Tue Institute. At present he is 
a director of THe InstiruTE and 
also its Director of Research. 


“YEAR BOOK” 


INsTITUTE members will be 
pleased to hear that another “Year 
Book” is in process of preparation 
and will be furnished free to the 
Membership as soon as it is pub- 
lished. Charles J. Fue is the 
Chairman of the Year Book Com- 
mittee. He is General Auditor of 
The Brooklyn Union Gas Com- 
pany and is a charter member and 
at present a director of Tue Inst1- 
TuTe. Mr. Fue was editor of THe 
INsTITUTE’s publication, “INTER- 
NAL AuDITING PHILOSOPHY 
PRACTICE.” 


FINANCIAL SECRETARY 


For a good part of the year just 
passed, the Secretary’s office was 
most fortunate in receiving inval- 
uable assistance from Mr. Joseph 
E. Glass who filled the post of 
Financial Secretary. Tue Instr- 
TUTE is happy to announce that it 
has Mr. Glass’ assurance that he 
will continue in that role for the 
time being—at least until other 
arrangements are made which re- 
late to the permanent disposition 
of some of the duties which attach 
to the office of Secretary of Tue 
Institute. Mr. Glass is Auditor 
of the Guaranty Trust Company 
of New York. 


AND 








CHAPTER NEWS 


NEW YORK CHAPTER 
HE New York Chapter has a 


membership of 172, consisting 
of 118 Members, 28 Associates and 
26 Juniors. There are six applica- 
tions pending. This represents a 
substantial healthy growth 
over the 128 Members who be- 
longed to the chapter a year ago. 

“Internal Auditing in connec- 
tion with Purchasing” 


and 


was dis- 
cussed at the September 19 meet- 
ing of the New York Chapter. The 
varied aspects of purchasing meth- 
ods and related internal auditing 
procedures were outlined by D. H. 
Lyall, F. B. Nicholson and C. A. 
Watkins, members of the Chapter 
and by Philip Smith of R. H. 
Macy and Company. A most in- 
teresting and profitable evening 
resulted. Active discussion fol- 
lowed the talks. The discussion 
leader was H. C. M. Cobb. 

The recent Third Annual Con- 
ference gave all the members of 
the New York Chapter an oppor- 
tunity to meet their associates 
from other sections of the conti- 
nent. Many new friendships were 
developed and the enthusiasm ex- 
pressed by these colleagues was 
most impressive. 


DETROIT CHAPTER 


1E Detroit Chapter’s monthly 
meetings got off to a good start 
after a summer recess. The Pro- 
gram Committee provided 
some interesting and varied meet 
ings. 


has 


Innovated with our October 
meeting was the Study Group ses- 
sion, in which members presented 
problems on inventories for com- 
ment and solution. The November 
meeting was Past President’s night 
and Mr. John G. Ivers presented 
a talk on the audit of accounts re- 
ceivable of a public utility, illus- 
trated by movies and charts. 


The Third Annual Conference 


at New York was attended by six- 
teen Detroit members. This was 
the largest out-of-town delegation. 
Mr. A. H. Romer was Chairman 
of the General Session on Tuesday 
morning, and Mr. B. F. Jackson 
was a speaker at the Tuesday 
group conference. 

Mr. Edward J. Barr, C. P. A., 
Editor of Tur INTERNAL AupIToR, 
and Mr. Lawrence C. Hobart, C. 
P. A., have formed the partnership 
of Barr and Hobart. 

Mr. George E. Hickman, Assis- 
tant Auditor of Consolidated Vul- 
tee Aircraft Corporation, has re- 
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turned to the Detroit Chapter 
from the Los Angeles Chapter, 
after being located in San Diego 
for the past year. 


CHICAGO CHAPTER 


HE 1944-1945 season for the 
Chicago Chapter was opened 
with the meeting of September 19, 


1944. Mr. G. Preshaw, Plant 
Comptroller of the Douglas Air- 
craft Company, Inc., of Park 


Ridge, Illinois, addressed the group 
on the subject, “Fire in the Ac- 
counting Department; Reconstruc- 
tion of Records.” Mr. Preshaw re- 
cently experienced the necessity 
for reconstructing records as a re- 
sult of a fire at the Douglas Plant. 

At the October meeting Mr. J. 
W. Rees, Personnel Director of 
The Pure Oil Company, discussed 
the G. I. Bill of Rights and how 
one company intends to fulfill its 
moral and legal obligations there- 
under. Reports on the annual 
conference were also presented by 
several members who attended the 
conference. 

The Chicago Chapter was repre- 
sented at the annual conference in 
New York by thirteen of its mem- 
bers, all of whom report that the 
conference real success. 
Contributing to the interesting and 
beneficial program was the ad- 
dress by Mr. Charles J. Hill, the 
first President of the Chicago 
Chapter, on the subject, “The Au- 
diting Department of a Public 


was a 


Utility Company.” 

Mr. C. H. Langer, President of 
the Walton School of Commerce 
of Chicago, addressed the Novem- 
ber meeting on the subject, “Sur- 
plus.” 

Mr. L. H. Hammerstrom, Au- 
ditor for The Continental Illinois 
National Bank and Trust Com- 
pany, Chicago—a governor of the 
Chicago Chapter and Chairman of 
its Membership Committee—was 
elected as one of the six Regional 
Directors for The National Asso- 
ciation of Bank Auditors and 
Comptrollers at the Twentieth 
Annual Meeting held at Cleveland 
in September. 


LOS ANGELES CHAPTER 


HE Los Angeles Chapter was 
one year old in September 
1944 and has 63 members. 
At the annual meeting, held Sep- 
tember 27, 1944, Mr. J. J. Gor- 
man, retiring President, and Mr. 


R. L. 


tary, were presented with gifts in 


now 


Thompson, retiring Secre- 


token of the chapter’s appreciation 
of their efforts during the first 
year. 

Meetings were held during the 
entire summer with good atten- 
dance. On October 12, 1944, a 
meeting was held jointly with the 
Los Angeles Chapter, California 
Society of Certified Public Ac- 
countants, on the subject of 
“Termination Problems.” The 
Army Air Forces, Material Com- 
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mand, Western Procurement Dis- 
trict, provided a panel of seven 
speakers to answer and discuss 
questions raised at this meeting 
and an interesting evening was en- 
joyed by the many members of 
both organizations present. 


PHILADELPHIA CHAPTER 


, | ‘HE last meeting featured re- 


ports on the speeches and dis- 
cussions heard at the Third An- 
nual Conference in New York. 
This was followed by round table 
discussions of some of the points 
raised. 

Next month’s meeting will be 
on the subject of “taxes.” 


DAYTON CHAPTER 


HE September meeting was 
devoted to the election of of- 
ficers, a discussion of the 1944-45 


program and other business of 
general interest. 

The round table discussion form 
of meeting was resumed with the 
October meeting. Three meetings 
will be devoted to THe INst1TUTE’s 
book: 

“Managerial Control Through 

Internal Auditing.” 


CLEVELAND CHAPTER 


HE Chapter was favored with 

a talk by W. E. Wilkenloh, of 
Price, Waterhouse & Company, 
entitled “Review of Modern In- 
ternal Auditing to Date and a Look 
at the Prospects in the Near 
Future,” at the September meet- 
ing. 

The October meeting was de- 
voted to reports by delegates cov- 
ering Third Annual Conference 
proceedings. 


TORONTO CHAPTER 
(Canada) 


E Annual Meeting of the 
Toronto Chapter was held on 
September 29th, 1944, at which 
time the Officers and Governors 
were elected for the ensuing year. 
One year ago there were two 
Canadian members of Tue Instt- 
TuTE. Today, we have a Chapte: 
membership of twenty. 

An extensive program has al- 
ready been outlined for the 1944- 
45 season. Many of our meetings 
will be led by our own members. 
The talks will be followed by ac- 
tive discussion periods. 

Several Chapter members at- 
tended the Third Annual Confer- 
ence in New York, and have re- 
ported that, from their viewpoint, 
the Conference was a very success- 
ful one. Toronto Chapter looks 
forward to visits from its American 
associates. 
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E following list of meeting dates and places has been compiled 
for the benefit of itinerant members of Tue InstiruTe: 


Chapter Meeting Date Meeting Place 


New York January 25, 1945 Hotel Sheraton 
March 5, 1945 
April 10, 1945 
May 22, 1945 


Detroit Fourth Tuesday Wardell-Sheraton Hotel 
at 6:30 P. M. 
CHICAGO Third Tuesday Medinah Club, Tropical Room 


at 6:30 P. M. 


Los AnNcetes Last Wednesday Scully’s Cafe, 
& 4801 Crenshaw Blvd. 
PuriLavpELPpHIA Second Monday Engineer’s Club, 


1517 Spruce Street 


DayTon First Wednesday Gas and Electric Building, 
at 7:30 P. M. Room 302 
CLEVELAND Second Wednesday Hotel Hollenden 
at 6:30 P. M. 
ToronTO Last Friday Royal York Hotel 
i1 
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PLANNING AND CONTROL 


OF AN 
INTERNAL AUDIT PROGRAM* 


by HERBERT G. KIMBALL 


N internal auditor, like anyone 

else with a job to do, has to 
plan his work and then see that 
his plan is carried through. 

In planning, he has four factors 
to work with—first, the job to be 
done; second, the time required to 
do it; third, the men, particularly 
seniors, available to do it; and 
fourth, the time, the man hours, 
represented by the men available. 
His objective is to assign his job 
to his men—or his men to the job 
—in such a way that they can 
complete it within the time avail- 
able, in stride, without either over- 
time or idle time. He will have 
to plan on two bases—long term 
and short term. 


LONG TERM PLANNING 


Our work, and I presume the 
work of most internal auditing 
groups, breaks down into that 
which we know in advance we 
should do over the course, say, of 
our fiscal year, and that which 
comes up without notice from day 
to day. Our long term planning 
consists of scheduling that work 
which we know of in advance. 


*A paper presented before the Los Ange- 
les Chapter on December 20, 1943. 


Our method which, I must warn 
you, is not yet fully tested, re- 
quires us to proceed as follows: 


First, to analyze our job—that 
is, to break down into units 
for assignment, all the work 
which we believe should be 
done on a regular periodic or 
continuous basis. 


Second, to estimate the time re- 
quired to do each part of our 
job thoroughly, senior and 
junior time separately. 

Third, to estimate the time avail- 
able, senior and junior time 
separately. 

Fourth, to estimate the time 
which must be reserved for 
special projects, contingencies, 
etc., and, by deduction, the 
amount available for regular 
work. 


Fifth, to review the size and 
composition of our staff in the 
light of the estimated time re- 
quired to do our job, and to 
enlarge or curtail the staff ac- 
cordingly. 

Sixth, to weed out those jobs 
which may most safely be 
eliminated, whole or in 
part, if, as is probable, the 


in 
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man hours—senior or junior 
—required to do the whole 
job exceed the hours available, 
and the staff cannot be ad- 
justed by up-grading or add- 
ing men immediately able to 
perform work of the neces- 
sary quantity and quality. 
Seventh, to sort the jobs out by 
seniors in the sequence in 
which they are to be perform- 
ed, arriving at what we call 
our working schedule, after 
cutting proposed work down 
to that which can be done 
within the estimated time a- 
vailable. Ideally, after allow- 
ing for special projects, each 
senior will have a full year’s 
work—no more, no less. 


SHORT TERM PLANNING 


Against the background of this 
long term planning, our short term 
planning consists of (1) blending 
special projects into our working 
schedule, (2) making the inevi- 
table adjustments required be- 
cause of variations between our 
estimated and actual time on jobs, 
turnover, sickness, etc., and (3) 
arranging to keep our seniors sup- 
plied with help and to keep our 
juniors busy. 

This planning we do on a week 
to week basis. In order to perform 
it we maintain (1) a record of 
special projects which we have 
been required to do, and (2) a 
forecast of the men becoming a- 


vailable. This enables us to assign 
projects (special first, regular sec- 
ond) whenever required. Ordina- 
rily we wait, if we can, until the 
man designated to do a particular 
job becomes available, but, if nec- 
essary, special projects may be 
assigned to seniors as additions to 
other work in progress, or regular 
projects may be set aside in order 
that special projects may be taken 
up immediately. 


CONTROL OF WORK 


We control, or at least are be- 
ginning to control our work as 
follows: 

1. Quotas—both calendar days 
and man days—are allotted 
to each job. 

2. Seniors are expected to ana- 
lyze each job assigned to 
them, and to prepare a pro- 
gram which will make the 
best use of the time allotted. 
If, as his job progresses, he 
sees that he is getting into 
trouble time-wise and cannot 
get out by eliminating or by 
limiting the scope of some of 
his tests, by getting more as- 
sistants, by increasing the ac- 
ceptable output of those he 
has or by working some over- 
time, he must ask for and 
justify the extension of time, 
just as soon as he sees that 
he’s getting into trouble. If 
the requested extension seems 
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necessary and reasonable, he 
will get it. We want to get 
done in time, but we want a 
good job even more. 


3. Time is reported and summar- 
ized in ledgers by project, by 
subdivisions set out in the 
senior’s program, if desirable. 


4. Reports showing time con- 
sumed in comparison with 
time estimated are submitted 
to our immediate superior 
monthly in respect of jobs 
completed. We do attempt to 
report the status of jobs in 
process by the use of percent- 
ages. 


5. Reports showing the extent to 
which we have succeeded in 
accomplishing the basic job 
we set out to do may be pre- 
pared at any time by refer- 
ence to our working schedule. 


Some such planning and control 
is necessary if an internal auditor 
is: 

To know the full extent of his 

job; what he has to do and 
what he has to do it with. 


To be able to keep his men busy. 


To know what they have done, 
how long they have taken, 
what they still have to do and 
how much time they have in 
which to do it. 


It takes time and thought, but 
it seems well worth while. 


PROMOTIONS 


Phillips C. Salman has been ap- 
pointed Assistant Comptroller of 
the Socony-Vacuum Oil Company, 
Inc., to succeed F. R. Fisher who 
retires on December 1, 1944. Mr. 
Salman has been General Auditor. 
He is a charter member of Tue 
INsTITUTE and a present director. 


Good luck, Phil! 


Congratulations to Mr. A. H. 
Romer of Detroit Chapter who re- 
cently assumed the duties of As- 
sistant Secretary along with those 
of Internal Auditor for Vickers 
Incorporated. 
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PRINCIPLES OF 


FACTORY PAY ROLL AUDITING* 


By B. W. HUNT 


NE prime objective of all au- 

diting is—to ascertain that all 
goods or services paid for are act- 
ually received and that payment 
is received for all goods or services 
sold. 

Since pay rolls represent services 
paid for, the prime objective in 
their audit is to ascertain that 
value in the form of services was 
actually received for the amount 
of the expenditure made. 

Processes involved in the ac- 
complishment of this objective will 
vary in detail, depending on the 
number of employees involved; 
the nature of services performed; 
and the method agreed upon as the 
basis of employees’ compensation 
—i. e., day rate, piece work, con- 
tract or commission basis, et cet- 
era. However they may be ac- 
complished, the results to be ob- 
tained in the audit of factory pay 
rolls remain the same, and for 
convenience, may be stated as em- 
bracing the following elements: 


1. Ascertaining that the expen- 


ditures were made as record- 
ed. 


2. Ascertaining that each ex- 
penditure was made in an 


*A paper presented before the Detroit 
Chapter on April 25, 1944. 
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agreed amount, accurately 
computed, and properly ap- 
proved. 


3. Ascertaining that pay roll de- 
ductions are properly made 
and accounted for. 

4. Ascertaining that value, in 
the form of services, was ac- 
tually received. 

Pay rolls consisting of few em- 
ployees may be verified in detail, 
thus determining the extent of 
conformity to each of the above 
elements. However, where there 
are many employees, weekly ex- 
penditures for factory pay rolls 
may involve very large sums, and 
the volume of clerical work such 
that a detailed verification be- 
comes impracticable. The auditor 
then must rely on his evaluation 
of the effectiveness of the estab- 
lished internal controls, plus re- 
presentative test-examinations of 
the underlying detailed records to 
accomplish his objective. 

In evaluating the effectiveness 
of the operating controls, it is de- 
sirable to visit both the Employ- 
ment and Pay Roll Departments; 
obtain copies of all the forms used 
in authorizing pay roll amounts; 
study the information and approv- 
als contained on each form in the 
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sequence in which they are pre- 
pared and used; and determine the 
disposition of all copies. In other 
words prepare a flow chart of these 
records, giving consideration to 
each of the elements involved and 
the adequacy of the established 
cross-check controls to assure the 
desired results. 

To one who has not done this 
recently, it may be surprising to 
learn how much the clerical work 
involved in getting a new employ- 
ee on the pay roll has increased in 
recent years. Formerly this was 
a simple matter involving only the 
preparation of an applicatior, a 
hiring notice and a few 
records. 


other 


Now, however, there is a multi- 
plicity of forms, such as question- 
naires on citizenship, draft status, 
medical examination, transporta- 
tion, et cetera, as well as authority 
covering deductions for withhold- 
ing taxes, war bonds, insurance 
and others. 

In one instance it was observed 
that nineteen (19) forms are re- 
quired to be completed before a 
new employee is established on the 
pay roll. In addition to these 
forms the employee receives eight 
(8) booklets and folders covering 
plant rules and regulations, em- 
ployee insurance coverage, et 
cetera. 

After completion of this survey, 
and study on procedure, the au- 
ditor should be able to visualize 


the possibilities of error or manip- 
ulation and form an opinion as to 
how much detailed verification is 
desirable, and the most efficient 
manner in which such a verifica- 
tion can be accomplished. 

In selecting the periods and de- 
partments which are to be checked 
in detail, consideration should be 
given to any possibilities of error 
or fraud noted during the proce- 
dure survey; the location of each 
department; nature of work per- 
formed—that is whether produc- 
tive or non-productive; and the 
extent of supervision. Under mass 
production methods in use today, 
the internal controls from an audit 
standpoint, are generally more ef- 
fective in a production department 
than they are in a service or utili- 
ty department; consequently it 
would seem that tests of the de- 
tailed records should be directed 
mainly to the latter. 

In considering each of the pre- 
viously stated elements of the pay 
roll audit, the following remarks 
pertaining to each may be of in- 
terest. 

1. Were Expenditures made as 

Recorded? 

To answer this question the pay 
rolls for the period should be sum- 
marized, their totals traced into 
the general accounting records and 
agreed with the disbursements 
made through the medium of a 
pay roll other 
means of controlling such expendi- 


bank account or 
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tures. Evidence in the form of 
cancelled checks or receipts from 
employees should be checked a- 
gainst the pay roll records to as- 
sure delivery was made to individ- 
uals as recorded. 

The summaries serve an addi- 
tional audit purpose, since they 
may be used as the basis for the 
calculation of social security taxes 
and other accruals based on pay 
rolls and as a means of accounting 
for employees’ pay roll deductions 
for war bond purchases, group in- 
surance, and other items. 

2. Were Expenditures made in 
an Agreed Amount, Accu- 
rately Calculated and Prop- 
erly Approved? 

To ascertain that proper approv- 
als were obtained, there are sev- 
eral elements to be considered, in- 
cluding (a) overall approval of 
the pay roll; (b) approval of hour- 
ly rates or other basis of pay; (c) 
approval of hours worked, night 
bonus, overtime or other special 
premiums. 

(a) In most large companies the 
pay roll supervisor is required 
to certify to the disbursement 
officer the amount of each pay 
roll and accept responsibili- 
ty for its accuracy. The au- 
ditor should ascertain that 
such approvals from author- 
ized persons are in evidence. 
In checking the hourly rates 
of pay against those author- 
ized to be paid, it is advisable 


(b 


to use the Employment De- 
partment’s records or some 
other records maintained in- 


dependently of the pay roll. 


The reason for this is that 
sometimes alterations, through 
error or intent, may be made 
in the pay roll records after 
the approvals were obtained 
and if the confirming infor- 
mation is from an independ- 
ent source, any differences 
are easily detected and may 
be fully investigated. The fol- 
lowing actual -case illustrates 
the possibilities of manipula- 
tion in this respect. 

In this instance each employ- 
ee’s hourly rate was included 
on his addressograph plate, 
and while the rate was care- 
fully checked when the plate 
was made, no further verifi- 
cation was considered neces- 
sary, and when not in use, 
the plates were stored in an 
open file in the Accounting 
Office. A factory employee 
learned just where these plates 
were filed, visited an out- 
side shop where he had a new 
plate made for himself with 
an increased hourly rate, then 
after office hours substituted 
the new plate in the files. He 
was paid at the increased rate 
for a few weeks until the sub- 
stitution was discovered. An 
employee going to all that ef- 
fort and having knowledge of 














the procedures would not be 
likely to overlook alterations 
on basic approved records in 
the Pay Roll Department. 
However, he might not know 
of the existence of similar rec- 
ords in other departments and 
if he did, access to both rec- 
ords could not be accom- 
plished as easily. 

In many offices basic rate 
cards are used for convenience 
in the preparation of the pay 
roll and could be altered by 
an unauthorized person, pro- 
vided he has access to them, 
and the same results obtained. 
Such records should, of course, 
be locked up after hours and 
checked periodically against 
original authorizations. 

A departmental cross check 
verification of rates is pos- 
sible only where complete up- 
to-date and independent rec- 
ords of rates are maintained 
at points outside the Pay Rol 
Department. However, when- 
ever possible this method 
may be used to good advan- 
tage to limit the possibility 
of overlooking unauthorized 
alterations in basic records. 


Where the amount of each 
employee’s wages is based on 
hourly rates, the clock card is 
generally accepted as the basic 
record of hours worked; and 
in some cases this record is 
also used to record the calcu- 
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lation of gross pay, employees’ 
deductions, and net pay, no 
pay roll sheet being prepared. 
Since the clock cards are rec- 
ords of prime importance, 
they should be subjected to 
careful scrutiny and any un- 
usual entries thereon, such as 
erasures or failure to record 
starting or finishing time in 
the prescribed manner, should 
be fully investigated, and evi- 
dence of required approvals 
covering deviations from the 
regular procedures inspected. 


In those cases where the clock 
card is used for all calcula- 
tions and the information con- 
tained thereon is not tran- 
scribed to a pay roll sheet, 
the daily totals of time worked 
and the total amount of mon- 
ey paid should be inserted in 
ink, to limit the possibility of 
alteration. Overtime, night 
shift premiums or other spe- 
cial premiums should be clear- 
ly displayed and the required 
approvals indicated on the 
clock card or by means of 
separate records. Even when 
approvals are in evidence se- 
lective tests should be made 
to verify their authenticity. 
Just recently a case came to 
attention in which the audi- 
tor requested a foreman to 
confirm certain approvals of 
irregular items on an employ- 
ee’s clock card and was ad- 
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vised that they were not gen- 
uine. When the employee 
was asked to explain he readi- 
ly admitted that he had ap- 
proved the card to conceal his 
movements rather 
than for fraudulent motives. 


personal 


The importance of making 
full investigation of erasures 
on clock cards is illustrated 
by a case in which a time- 
keeper was able to obtain 
money fraudulently by chang- 
ing names on clock cards and 
fit his system into the existing 
pay roll routines. 

This timekeeper selected two 
men whom he knew were ab- 
sent on sick leave and substi- 
tuted their clock 
cards belonging to legitimate 
employees. He then reported 
that the clock cards of the two 
men actually working had 
been lost and received special 


names on 


approval for their replace- 


ment. 

The distribution of pay checks 
to employees was made by 
members of the Accounting 
Department but those not de- 
livered on pay day 
turned over to the Employ- 


were 


ment Department where they 
were held until called for by 
the payees. one 
man working in another part 
of the city was not able to 
call for his check during the 
regular office hours; 


However, 


conse- 


quently, special written ap- 
proval from the foreman was 
given to the timekeeper to col- 
lect this one check from the 
Employment Department and 
After 
this approval was received by 
the timekeeper, the names of 
the two employees absent on 
sick 


deliver it to the payee. 


added and 
possession of the fraudulent 
checks was thus obtained. 


leave were 


This fraud worked for a while 
until one of the absentees re- 
quested a loan, when it was 
learned that he had not been 
working for weeks, 
and the facts were brought to 
the attention of the manage- 
ment. 


several 


Under most modern systems, 
time tickets are prepared by 
the timekeeper, the foreman, 
or the employees themselves, 
and these tickets indicate the 
hours each employee works 
and the account distribution 
to which the disbursement is 
to be charged. 

These records are considered 
to be of secondary importance 
from an audit standpoint, al- 
though their totals shouid be 
balanced with those reported 
on the clock cards to serve as 
a control over recorded clock 
card hours. 

The theory is that normally 
the account distribution of an 
expenditure is secondary to 
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the amount of the expenditure 
itself; although under certain 
circumstances, such as those 
existing at present, these rec- 
ords may acquire major im- 
portance and should be judged 
accordingly. To illustrate: In 
a certain contract the Govern- 
ment agreed to reimburse a 
contractor for all rearrange- 
ment expenses incurred as a 
result of the change-over to 
the production of war mater- 
ials. In peace time the main- 
tenance department had been 
instructed to charge all time 
spent on painting to a speci- 
fied expense account. Through 
oversight, no change in these 
instructions was issued and 
the painting time chargeable 
to the Government continued 
to flow to expense. This over- 
sight was noted by the audi- 
tor in scanning time tickets 
and the necessary adjust- 
ments made 


The mathematical calcula- 
tions should be checked suf- 
ficiently to be assured that 
they are stated correctly and 
that due care was used in 
making such calculations. 
Footings, extensions and post- 
ings should be test checked on 
clock cards, pay roll sheets 
and summaries. 


3. Were Pay Roll Deductions 
Properly Made and Account- 
ed For? 

The test check of pay roll deduc- 
tions is made to ascertain that they 
have been promptly and properly 
recognized by the Pay Roll De- 
partment; that all amounts with- 
held from employees’ wages were 
properly controlled and accounted 
for and made in accordance with 
legal or company requirements. 

In making tests to satisfy him- 
self that the desired results are 
being accomplished, the auditor 
should trace a representative num- 
ber of deductions from original 
authorizations through the pay 
roll records to the general account 
ing records; and then reverse the 
process, tracing amounts selected 
at random, by name and amount, 
from the general accounting rec- 
ords to the pay roll records. 

By working from both the source 
records and those recording the 
final disposition, any errors in 
postings or misapplication of funds 
between employees’ accounts are 
likely to be noted and may be 
fully investigated. This is par 
ticularly important in accounting 
for such items as war bond de- 
ductions since it is possible to ap 
ply amounts collected from one 
employee to the account of an- 
other, thus obtaining securities in 
a fraudulent manner. 

In addition, it is also considered 
desirable to test-examine the dis- 
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bursement checks charged against 
pay roll deduction accounts, for 
the purpose of determining that 
the collections were actually used 
for the purpose indicated. 


4. Was Value in the form of 
Services, Actually Received? 
There have been many defalca- 
tions accomplished by placing fic- 
titious names on pay rolls, conse- 
quently the identification feature 
of a pay roll audit is particularly 
important. 

In a large factory the most ef- 
fective safeguard to prevent this 
type of pay roll padding is a well 
planned system of internal control. 
Since the established systems do 
not always function in the manner 
intended, it is the duty of the au- 
ditor to make sufficient tests to 
satisfy himself in this respect. 

There are several ways of doing 
this, but the most satisfactory 
method is to visit the factory and 
personally identify a _ selected 
group of employees at their post 
of employment. In doing this 
every person in the group selected 
must be accounted for, and unless 
this is done the floor check is of 
little value. It is not enough to 
account for all but 2 or 3 names, 
since these names may be the only 
fictitious ones on the rolls. Loca- 
ting them is the only reason for 
making the identification, there- 
fore every name must be account- 
ed for. 


Another way of accomplishing 
an audit identification is to actual- 
ly make a pay-off or accompany 
the paymaster when checks are 
distributed on pay day. This 
method is considered to be less 
satisfactory than a floor check for 
the reason that if fictitious names 
are on the roll, arrangements may 
have been made for somebody to 
collect the checks and in the rush 
at the pay off, a satisfactory iden- 
tification is not always possible. 

In addition to the floor check or 
other means used to identify em- 
ployees whose names appear on 
the current pay roll, it should also 
be ascertained that pay was stop- 
ped promptly when employment 
terminated. 

As a test of this feature, it is 
desirable to select two pay rolls 
several weeks apart and by a com- 
parison of names, determine the 
changes which have taken place 
during the period. 

By reference to approved per- 
sonnel records the dates changes 
were authorized can be compared 
to pay roll records; thus ascertain- 
ing that pay was stopped on the 
last day each employee worked. 

It is recognized that there are 
other angles involved in the audit 
of factory pay rolls, such as pay 
roll bank accounts, unclaimed 
wages, et cetera, which should re- 
ceive due consideration. Since it 
is not the purpose of this article 
to deal with all of the various 
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angles, such items have not been 
discussed. Rather, it is intended 
to limit this presentation to a 
bird’s-eye view of certain features 
considered of major importance. 
To sum up. When the auditor 


is reasonably assured of the an- 
swer to the question “Did the com- 
pany receive full value in the 
form of services for the expendi- 
ture made?” he has accomplished 
his objective. 


ORGANIZATION 


OF THE 


INTERNAL AUDITING FUNCTION 


BETWEEN PARENT AND SUBSIDIARY CORPORATIONS 


(Prepared by Policyholders Service Bureau - Group Insurance Division - 
Metropolitan Life Insurance Company) 


HERE there is a large par- 

ent corporation with affiliat- 
ed subsidiary corporations, the 
question arises as to the most ef- 
fective method for organizing the 
internal auditing function. Three 
alternatives are presented: 


1. A completely centralized set- 
up with all internal auditing 
for the entire system concen- 
trated under the parent com- 
pany. 


to 


. A decentralized setup with 
each subsidiary responsible 
for the internal auditing of 
its own operations. 

3. A combination arrangement 

of the first two. 


At the request of a Metropolitan 
Group policyholder company that 
was interested in getting some 
facts on this question, a limited 
survey was made, the results of 


which are presented in this memo- 
randum. The internal auditing 
executives of 11 companies were 
contacted. These companies were 
selected as having some experi- 
ence with the problem and as 
being progressive from an organi- 
zation standpoint. All of the exec- 
utives contacted are actively 
identified with Tue InstiTuTE 
or INTERNAL AvupiTors and are 
believed to include some of the 
most authoritative viewpoints in 
the field of internal auditing, par 
ticularly with respect to the ques- 
tion of parent and subsidiary cor- 
porations. Of the 11 companies 
contacted, 6 were in the public 
utility field, 4 identified with the 
oil industry and 1 in manufactur- 
ing. Not all of the companies con- 
tacted have a_ parent-subsidiary 
setup at the present time but in 
every case the auditing executives 
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reported some personal experience 
along this line. 

Of the companies included in 
the survey- 


Four reported that they are 
operating under a fully cen- 
tralized plan with all internal 
auditing performed under the 
direction of the parent com- 
pany. One company pointed 
out that the cost of this activ- 
ity was apportioned to the 
subsidiaries on some logical 
basis. 

One is operating under a de- 
centralized plan with the au- 
diting staff of the individual 
subsidiaries 
three 


supervised by 
traveling supervisory 
auditors from the office of the 
vice president at headquar- 
ters. 

Four companies are working 
under a combination arrange- 
ment with the breakdown be- 
tween the two groups made in 
some cases on a geographical 
basis, in some cases on a Cor- 
porate basis and in some cases 
on the basis of the types of 
activities. Details of these 
breakdowns will be given in 
subsequent sections of this re- 


port. 


ORGANIZATION TRENDS 


In addition to ascertaining the 
present plan of organization, an 
effort 


was made to determine if 


there is any noticeable trend either 
toward or away from the central- 
ized plan of organization. Several 
executives stated that they were 
unaware of any definite trend but 
the majority seemed to feel that 
there is or will be a definite trend 
toward centralization of the func- 
Par- 


ticularly was this felt to be true in 


tion in the parent company. 
the large organizations. One ex- 
ecutive explained this as due pri- 
marily to the increased trend to- 
ward the coordination of the work 
of the internal auditing staff with 
that of the public accountant who 
customarily is responsible for the 
certification of the subsidiary’s 
records as well as those of the par- 
ent company. He said: “By having 
the parent company’s internal au- 
dit staff handle all of the subsid- 
iaries and branches this coordina- 
tion can be developed and control- 
led at a central point.” 

On the 


other auditing executive wrote: 


matter of trends, an- 


decided 
trend toward placement of in- 


“T have observed a 


ternal auditing near that level 
of top management which ac- 
tually directs the affairs of the 
operating organization. In 
some cases this level is only 
found in the parent company, 
while in others, the full re- 
sponsibility rests with subsid- 
iary companies. Particularly 


where the parent company 
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was established solely for in- 
vestment or legal purposes 
and carry with it 
those executives who are 
charged with operating re- 
sponsibilities, I fee: that bet- 
ter results are obtained when 
internal auditing is handled 
by the subsidiaries. Frequent- 


does not 


ly, however, there is a prac- 
tical objection to decentralized 
audits in that the volume of 
work within each subsidiary 
cannot justify the same qual- 
ity of personnel as could be 
obtained in the parent com- 
pany.” 

Another contributor observed 
that since the creation of the Se- 
curities Exchange Commission and 
the independent audit require- 
ments it has been the general prac- 
tice of large corporations with sev- 
eral subsidiaries to have the in- 
ternal auditing work done by the 
parent company’s staff, supple- 
mented usually by certain audi- 
ting or checking work of a pre- 
audit nature by employees of the 
subsidiary units. 

Several executives offered opin- 
ions as to what they considered a 
desirable plan for organizing the 
function without indicating that 
they believed this necessarily re- 
presented a trend. One executive, 
for instance, said that it was the 
opinion of his management (with 
which he agreed) that the internal 
auditing function should be han- 


dled by the parent company’s staff 
since the effectiveness of the audit 
is lost unless the auditor and his 
staff have complete independence 
from local officials. Another gave 
it as his personal opinion that the 
work should be undertaken by the 
parent company until the point is 
reached where it becomes signifi- 
cantly more economical to have 
responsible subsidiary company 
personnel devote full time to such 
work. 

An authoritative opinion on this 
point was expressed by Lt. Col. 
Victor Z. 


Headquarters Army Service Forces 


Brink assigned to the 


and a recognized authority on the 
subject of internal auditing. Colo 
nel Brink said: 

“One of the most important 

factors in effective internal 
auditing is independence. It, 
therefore, follows naturally 
that if responsibility is cen 
tered in the parent organiza 
tion that the staff will func 
tion most efficiently if it is 
handled by the parent com 
pany staff. I believe this fact 
is being recognized to an in- 
creasing extent and I consider 
it inevitable that there should 
be an internal auditing staff 
working out of the offices of 
On the 


other hand, it frequently hap 


the parent company. 


pens that certain subsidiary 
companies are large enough 
to have responsibilities which 
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warrant the utilization of an 
additional internal auditing 
staff. In that event, we may 
have staffs handled by both 
the parent company and the 
subsidiary although they are 
both dealing with different 
types of matters and being 
utilized by executives who 
have different responsibilities. 
To summarize, I should say 
that the trend is unquestion- 
ably toward centralized plans 
plus supplementary staffs a- 
long the line of a combination 
arrangement where the size 
of the subsidiaries warrant 
the supplementary internal 
auditing activity.” 


FACTORS AFFECTING THE 
PLAN OF ORGANIZATION 


Naturally, the decision regard- 


ing the degree of centralization of 
the internal auditing function will 
be governed by conditions in each 


instance. 


The following factors 


were cited as having some bearing 
on the question by those contribut- 
ing to this survey: 


1. 


Location or geographical dis- 
persal of subsidiary operating 
units. Where closely concen- 
trated geographically there 
would be a tendency to cen- 
tralize the function while the 
reverse might be true if the 
units were widely scattered, 
because of travel requirements, 
etc. 


Size of subsidiaries. Smaller 
subsidiaries, not large enough 
to require a full time auditing 
staff, would probably be cov- 
ered by the parent organiza- 
tion, irrespective of location. 
Type of business or nature of 
activities of both parent and 
subsidiaries. Where these are 
entirely dissimilar there might 
be less justification for central- 
ization of auditing. Also there 
are statutory and regulatory 
requirements affecting certain 
industries that might have a 
bearing, for example, on the 
Public Utility Holding Act. 
General plan of organization 
in effect. This relates to the 
degree of centralization or de- 
centralization of managerial 
responsibility in general as 
well as the accounting, record- 
keeping and control activities 
specifically. General Motors 
Corporation, for example, op- 
erates under a highly decen- 
tralized system of manage- 
ment and accounting, having 
over 100 self-contained oper- 
ating units. The majority of 
these units have their own 
local internal auditing depart- 
ment. 

Nature of the internal audi- 
ting activities. Is the concep- 
tion of the function limited 
largely to verification of rec- 
ords and accounts or does it 
encompass the higher grades 
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of internal audit work, some- 
times referred to as “construc- 
tive analysis and appraisal” of 
operations, organization, pro- 
cedures, etc? 

Availability to subsidiaries of 
qualified audit personnel. Dif- 
ficulty in obtaining and re- 
taining capable auditors or 
supervisors might serve to in- 
fluence a centralized setup. 
Custom or personal preference 
of top management. Resis- 
tance to change can be a prac- 
tical even if illogical factor. 


ADVANTAGES 


AND DISADVANTAGES 


On the basis of the experience 


reported by the contributors to this 


survey, 


the principal advantages 


and disadvantages of centralizing 
the internal auditing function un- 
der the parent company can be 
summarized as follows: 


Advantages— 


1. 


Cost economy as a result of 
increased volume. This is an 
advantage normally claimed 
for centralization and always 
applies up to the point of di- 
minishing returns. Normally 
less supervision is required of 
a centralized staff. 

Higher quality of performance 
through the ability to attract 
higher grade personnel or the 
justification of more highly 
qualified executive direction. 


3. 


Better utilization of the staff. 
The increased flexibility of a 
centrally administered staff 
tends to minimize lost time 
occasioned by such unavoid- 
able factors as the non-avail- 
ability of records of certain 
subsidiaries during peak peri- 
ods. 
More significant and more 
uniform results through hav- 
ing one staff audit the various 
corporations. 
Less danger of duplication of 
effort on audits of inter-com- 
pany transactions as, with a 
staff, the results of 
audits at one end of the trans- 


single 


action can be used to verify 
similar conditions at the other 
end. 

Better basis of comparison on 
matters of operating condi- 
tions, financial procedures and 


transactions and methods 
used. As one executive point- 
ed out, if each subsidiary 


maintained an auditing staff, 
a great deal of the foundation 
on which comparisons could 
be made would be lost, as each 
staff would have little if any 
knowledge of the operating 
details of the affiliated com- 
panies which they did not 
audit. 


Disadvantages— 


The major disadvantage of a 


centralized setup is the cost of 
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This 
time of the 
auditing staff in traveling from 


operating at a _ distance. 
would include the 
one location to another as well 
as the transportation and living 
costs related to such traveling. 
Where the operating subsidiaries 
are well concentrated geographi- 
cally this disadvantage might be 
negligible. Some companies have 
undertaken to meet this objection 
by setting up resident auditing 
staffs at a plant or 
office but making them responsi- 
ble to the 


headquarters. 


subsidiary 


General Auditor at 


EXAMPLES OF COMPANY 
PLANS 

A few examples of specific in- 
ternal auditing arrangements re- 
ported by companies included in 
this will illustrate the 
points previously made. 


survey 


Case No. | 


General Motors Corporation, as 
mentioned, operates under a high- 
ly decentralized system of man- 
agement. Local internal audi- 
ting departments, employing from 
1 to 15 persons, are maintained 
in most of the operating divisions. 
The divisional auditor is appointed 
by the divisional management and 
generally reports to the divisional 
comptroller. 

Each operating unit being re- 
sponsible to central office manage- 
ment for the satisfactory conduct 


of its affairs, naturally desires to 
keep its house in order. To assist 
in this objective an internal audit 
Some 
divisions have a much stronger in- 
ternal audit department than oth- 
ers, depending upon the local man 
asement’s evaluation of such ser- 
vices. Continuous audit of local 
records is carried out, and feature 


department is maintained. 


or periodic reports are rendered 
by the internal auditor to the di- 
visional comptroller. The audit 
programs are drawn up to meet 
local conditions, the scope and 
character being such as to meet 
the requirements of the manage- 
ment. Under this system, the in- 
ternal auditor is created by and 
responsible to the local manage- 
ment, and is carried on the local 
payroll; he is a member of the 
local administrative family. 
Central office management, 
which is responsible for the suc- 
cessful operation of a large num- 
ber of independent operations, 
scattered over a wide territory, 
must have the assurance that local 
managements are functioning 
properly and in accordance with 
over-all corporate policies and pro- 
cedures. In consequence thereof 
a central office audit staff is main- 
tained to make independent re- 
views and examinations of the 
several operating units and to re- 
port thereon. This staff is com- 
posed of highly skilled staff mem- 


bers and supervisors, and operates 
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much the same as a staff of public 
accountants. The scope of their 
examination is not limited to a 
mere checking of the accounts, 
but includes a review of internal 
controls for sufficiency and effec- 
tiveness, the unit’s adherence to 
policies and procedures, the gath- 
ering of general and specific infor- 
mation for management, and many 
other activities of a similar nature. 

There is no specific tie-up be- 
tween the divisional internal audit 
staff and the central office audit 
staff; however, when an examina- 
tion is made by the central office 
audit staff, consideration is 
given to the work performed by 
the local internal audit staff. The 
character and scope of such work 
is carefully reviewed and evalu- 


due 


ated; local audit reports are in- 
spected and the comments thought- 
fully digested. The appraisal made 
will find expression in the audit 
program to be applied. 

The local internal audit staff is 
viewed as “the little brother” and 
assistance is often rendered in the 
way of suggesting improvements 
in their routine or scope of work; 
and also in accomplishing some 
objective that they may not have 
been able to obtain. Conversely, 
they are able at times to assist the 
central staff in 
detail and volume. 


office matters of 
The local in- 
ternal audit staff carries on a con- 
audit while the central 
office staff performs periodic ex- 


tinuous 


aminations, generally once each 
year, although more frequent visits 
are made when the necessity there- 
for exists. The central office audit 
always picks up from the closing 
date of the prior examination. 

In addition to the regular divi- 
sional central 
office staff handles the audit of the 
wholesale and retail branches for 


examinations, the 


the various divisions; these are not 
covered by the division’s own in 
ternal audit staff. 
ments 


License agree- 
activities are 
generally handled by the central 
office 


and similar 


audit staff although 


may be a divisional matter. 
Case No. 2 
In a large public utility system 
having over 40 subsidiary com- 


they 


panies, audits are made from time 
to time throughout the year by the 
parent company’s staff at places 
and times determined by the audi- 
tor in the head office. Reports of 
each examination are made to all 
parent and local officials directly 
involved. The responsibility for 
following up any undesirable con- 
ditions disclosed by the audit rests 
with the officials of 
both the parent and the subsidiary 


company. 


accounting 


However, the princi- 
pal accounting officer of the parent 
company reviews these situations 
in detail with the auditor and un 
til they agree on the ultimate han 
dling or solution of the matter, the 
report is not certified as closed by 
the audit department. 








50 The Internal Auditor 


Case No. 3 

In a large oil company operat- 
ing nationally, there are one or 
more auditors under the jurisdic- 
tion of the local management in 
each of the marketing offices. 
These men spend most of their 
time in the field covering bulk 
plant and service station inven- 
tories, cash, fixed assets, and oper- 
ating matters in accordance with 
fixed schedules. In addition, they 
prepare all bank account reconcil- 
iations. The head office internal 
auditing staff at time of an over- 
all audit in the division, reviews 
Similarly, 
the refineries and production areas 


and tests their work. 


who make stores and 
Briefly, 


the split between activities of the 


have men 
inventory verifications. 
two groups is based largely on a 
logical decentralization of as many 
details as possible to the field of- 
fices. 


Case No. 4 


In another oil company with an 
international organization, two do- 
mestic subsidiaries have the audit- 
ing function set up under a combi- 
nation centralized and decentral- 
All other sub- 


branches, 


ized arrangement. 


sidiaries and both do- 
mestic and foreign, have the audi- 
ting function controlled by the 
parent company. In the case of 
the two exceptions cited, the rela- 
tionship of the parent company to 


the subsidiary is restricted largely 


to an advisory activity and to 
working with the public account- 
ants whose branches handle the 
certifications applicable to these 
subsidiaries. In this company the 
plan of operation involves the use 
of itineraries scheduled over a fis- 
cal year so that auditors are ro- 
tated and will probably not re- 
peat in one domestic zone 
within a 9-year period. These itin- 
eraries, the dates of verification 
and bank certifications and other 
essential information are reviewed 
and agreed upon by the public ac- 
countants prior to issue. The in- 
ternal auditors operate in accord- 
ance with a manual of procedure, 
from which they are able to devi- 
ate so long as the deviation is 
properly reported. In every case 
the public accountants’ represen- 
tatives and the internal auditor 
are at an audit point at the same 
time. Benefits claimed for this 
arrangement are that duplication 
is minimized, cooperation and co- 
ordination of work is at a maxi- 
mum, and the confusion in the 
office under audit is practically 
nil. Such an arrangement must 


any 


rely on a central control. 


Case No. 5 


Still another oil company re- 
ports that its internal auditing de- 
partment functions under the su- 
pervision of the parent company 
but this department is supplement- 
ed, in the case of certain foreign 
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Consolidated Vultee Aircraft Corporation 


ELMER R. SMITH 
Joshua Hendy Iron Works 


E. M. STEMEN 
Edgewater Steel Company 


JOSEPH M. TRANT 


Consolidated Natural Gas Company 


EMPLOYMENT SECTION 


nag Employment Section, introduced in this issue, is intended to 
be of assistance to INstrruTE members desiring to make new con- 
nections and to companies having internal auditing positions available. 
The names of interested members or of companies requesting space in 


this section will remain anonymous. 


All communications should be 


addressed to The Secretary—Tue INnstirutTe or INTERNAL AUDITORS, 
Box “E,” 120 Liberty Street, New York 6, N. Y. 


POSITIONS WANTED 


College graduate age 36, presently in 
Auditing Department of a manufacturing 
company wishes new connection as In- 
ternal Auditor or assistant. Salary: 
$4000-$5000. Address INstirute Secre- 
tary, Box E 101. 


Now employed as Controller by small 
manufacturer. Age 41, married, 2 chil- 
dren. Prefer internal anditing responsi- 
bilities with sizeable company. Consider- 
able experience. Midwest area preferred. 
Address InstiruTE Secretary, Box E 103. 


Auditor with varied experience interested 
in position as head of internal audit staff 
or Treasurer of manufacturing concern 
with product which offers postwar oppor 
tunities. Address 


Box E 105 


Institute Secretarv. 


POSITIONS AVAILABLE 


Large, nationally known manufacturing 
company with many plants and sales 
branches is seeking a Supervisor of In- 
ternal Auditing. They particularly de- 
sire a man with a managerial outlook 
and approach to problems. Salary, $8000 
to $9000. Location: New York City. 
Address Instirute Secretary, Box E 102. 























Publications of The Institute of Internal Auditors 





Edited by CHARLES J. FUE 
General Auditor, Brooklyn Union Gas Company 


A Symposium of Papers and Addresses presented during the 
1942-1943 Season of Tue Instirute or INTERNAL AupITors. 


THIS VOLUME COMPRISES SIX PARTS: 
. Lyreanat Avuprtine Tecunigues IV. InrennaL AvupiTInGc AND THE 
Securities AND ExcHANGE 
. Internat AvupITING AND Commassion 
MANAGEMENT V. Iwrernat Avuprrinc anp Wanr- 
TIME PropLemMs 


. Lereanat AvupiTine AND VI. Internat AvuDITING AND THE 
Pustic AccouNTING Fourure 


iif{l “Internal Auditing Philosophy and Practice” 


“Interna Avuprrinc Pxri.oso;ay aNp Practice” stresses the 
cooperation of the Internal Auditor with the Public ae 
the Relationship of Internal Auditing to Management, War 
Post-War Problems. 


Price $2.50 





“Internal Auditing: A New Management Technique” 
Edited by JOHN B. THURSTON 


i hn volume contains 462 pages divided into thirty-six chapters. 

contains outstanding essays, outspoken discussions and 
Lal information covering the subject of modern internal 
auditing. 


Price $3.50 





“Managerial Control Through Internal Auditing” 
By THE INSTITUTE OF INTERNAL AUDITORS 


Mon28s Internal Auditing lies in the area of management 
control. This concise volume has been published to guide 
business management in the utilization of its internal quhtting 
staff; how, as a tool of management, modern internal iadding 
has progressed far beyond the arithmetical verification of ac- 
counts, records and financial statements; how it has become 4 
complete imtra-company financial and operational review em- 
bracing perfection of the system of internal control and reliabie 
assurance of adherence to the standards of performance. The 
book consists of six parts: I. The General Nature of Internal 
Auditing, Il. Major types of Internal Auditing Activities, III. The 
Internal Auditing Program, IV. Audit Records and Reports, 
V. The Place of the Internal Auditing Department in the Com- 
pany Organization and VI. Co-ordination of Internal Auditing 
with the Public Accountant. 
Price $1.50 





Order from your favorite bookseller or directly from 
BROCK and WALLSTON, Publishers, 39 Atlantic St., Stamford, Conn. 
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